This study examines whether political connections further impair auditor independence by investigating the relationship between non-audit fees and audit fees and as to whether political connections moderate such relationship. This study is conducted in Malaysia, which provides a unique institutional environment with the existence of political connections that is built on ethnic grounds. As both politically connected firms and the proportion of Bumiputras directors on the board are used as proxies for political connections and ethnicity, we find a positive and significant relationship between non-audit fees and audit fees, for which the relationship becomes weaker for Bumiputra-dominated firms. Nonetheless, the results suggest that political connections could pose a threat to auditor independence in both appearance and in mind.
Introduction
The provision of non-audit services by auditors to their audit clients has long been viewed as a threat to auditor independence, and, consequently, received greater attention by professional bodies and regulators in the United States, United Kingdom, Australia and other countries. Furthermore, following the spate of major corporate failures worldwide, the issue of whether the provision of non-audit services undermined auditor independence continues to persist. An even more disturbing observation in Malaysia is the accounting irregularities, such as those found in various Government Linked Companies (GLC) that involved politically connected firms, namely, Transmile Group Bhd, Takaful Malaysia Bhd, Southern Bank Bhd, Megan Media Holdings Bhd and NasionCom Holdings Bhd.
1 These incidences attracted significant attention from the public and regulators regarding the importance of auditor independence. 2 The evidence indicates that auditors could play a certification role that could provide credibility to the financial statements (Fan & Wong, 2005) . Although Fan and Wong's (2005) findings suggest that auditor independence remains intact, the issue is still questionable and warrants further investigation.
Furthermore, the Malaysian institutional environment is unique whereby the existence of political connections remains pronounced. Malaysia is a multi-racial society -Malays (also referred to as Bumiputras) being the dominant race, followed by Chinese, Indians and a variety of indigenous groups in East Malaysia -in which the economic environment clearly offers a unique and identifiable capital segment divided along ethnic lines (Yatim et al., 2006) . In conjunction, two forms of political favouritism exist in Malaysia (Gomez & Jomo, 1999) in which the first two ethnic groups play a major role in the socio-economy of the country with Bumiputras controlling the political administration, whilst the Chinese have a significant influence over the economic and business environment. In addition, Salim (2006) also suggests that not only is the racial composition in Malaysia an important element of the economic landscape, it also shaped the constitution and the democratic processes.
Moreover, the rise of politically-connected firms was mainly due to the New Economic Policy (NEP) in 1971, through which Bumiputras were given more privileges in terms of priority for government contracts, increased access to capital, opportunities to buy assets that are privatised, and other subsidies with a view to eradicate the wealth imbalance between races. 3 The government's effort to increase the participation of the Malay and other indigenous groups in the national economy has promoted the role of the Bumiputras in the capital market (Che Ahmad et al., 2006) . 4 However, the government strategy, such as the NEP, was heavily criticised as it encourages the free-rider problem, which created an invisible protecting umbrella for the Bumiputras (Suto, 2003) , while, at the same time, undermining the development of professional managers (Tam and Tan, 2007) .
In addition, East Asian economies, including that of Malaysia, are characterised by a relationship-based system as opposed to a market-based system (Rajan & Zingales, 1998) . The market based system relies explicitly on contracts to protect the interests of capital suppliers and to facilitate resource allocations. In this system, the market becomes an important medium for governing contractual relationships, and transparency is a necessary condition for contract enforcement. Meanwhile, the relationship-based system has its roots in cultural and political forces rather than explicit contracts leading to the self-governing network of close connections between banks, politicians, the government and other stakeholders, such as auditors. Thus, in a relationship-based market like Malaysia, being politically-connected gives the company an added advantage in relation to financial support and minimal adherence to rules and regulations. Malaysia, a multi-racial country, could be seen as a unique set-up for political connections since the fundamental of its capital market is based on racial grounds, and, at least, historically, this could raise several issues related to the issue of auditor independence, especially for these firms.
Particularly, in Malaysia, several studies have explored the relationship between political connections, corporate governance and audit fees (Johnson & Mitton, 2003; Chan et al., 2006; Gul, 2006; Yatim et al. 2006; . The general argument presented by these studies is that Bumiputras controlled firms are ethnically favoured firms, and, at the same time, these firms are also often found to be politically connected firms that are often perceived to entail poor corporate governance practices, be more risky and have greater agency problems. Consequently, the inherent risk is likely to be viewed as higher for politically connected firms, which, in turn, result in higher monitoring costs such as audit fees.
The empirical evidence provided by Gul (2006) supports the general argument that the increase in audit fees for politically connected firms is higher relative to their counterparts, especially for the period subsequent to the 1997 Asian Financial Crisis.
Using a larger sample of firms from a period of 1999-2003, a recent study by Abdul confirms the result of the earlier study by Gul (2006) . In addition, also suggest that institutional investors in politically connected firms demand greater audit effort, which also increases the audit fees paid to the auditor.
The presence of non-audit services in politically-connected firms can also be viewed as a measure to overcome inefficiency (Johnson & Mitton, 2003) . In contrast, the role of non-audit services could also assist auditors in understanding the nature of connected firms (Gul, 2006) . We examine the impact of political connections on auditor independence by investigating the relationship between non-audit fees and audit fees and as to whether political connections moderate such relationship; this could be used to test independence in appearance.
5
Consistent with prior studies (see Firth, 2002; Francis, 2006) , we choose non-audit services as a proxy for auditor independence based on two broad reasons. First, Francis (2006) highlights the possibility that such services could fundamentally change the auditor's role from the perspective of outside reviewer to inside adviser, and, thus, compromise auditor independence. Second, Firth (2002) and Francis (2006) further state that the increasing fee reliance on non-audit services could also create an economic bond that compromises auditor independence. Based on these two broad suppositions, we envisage the following scenario. Politically-connected firms purchased non-audit services to improve their efficiency, and, therefore, will make the auditors play an insider role rather than an outside one. This situation is expected to undermine their independence (Francis, 2006) . On the other hand, since connected firms are viewed as riskier and incur higher audit fees, the role of non-audit fees is to assist the auditor in making proper audit judgment, rather than compromising their independence, which is better known as knowledge spillover (Simunic, 1984) . Based on these competing arguments, we argue that the impact of political connections and non-audit services on auditor independence is rather ambiguous.
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In a cross-country study on corporate bailouts and political connections, Faccio et al. (2006) Since Malaysia's capital market is largely shaped based on ethnic differences, we proposed another proxy for political connections, which is the proportion of Bumiputra directors, similar to a prior study by Gul (2006) . As Bumiputras are given various rights in the Malaysian constitution and dominate much of the political policy making decisions in Malaysia, they are likely to be given preferential treatment by the ruling government. Such examination (empirically) provides a useful insight into the role of political economy. Furthermore, we attempt to fulfil the gap highlighted by Francis (2006) by including political connections as a unique institutional setting in which the auditing contract could take place. In addition, our study capitalises the non-audit fees data available to give a better understanding on such provisions in determining auditor independence in support of Wang et al. (2008) , who state that focusing on a particular country eliminates cross-country confounding factors and helps to obtain more detailed firm-level information about the effects of political connections. Based on the above, this study aims to contribute to the expanding strand of literature by examining whether political connections further impair auditor independence when they provide non-audit services to their audit clients.
Our examination from 379 client-year data from 2001 to 2003 suggests that the proportion of Bumiputra directors on the board significantly influences the relationship between non-audit fees and audit fees, suggesting that the presence (level)
could impair auditor independence. In addition, at the univariate level, non-audit fees are significantly higher in politically-connected firms than non-connected firms.
Thus, evidence suggests that political connections might impair the auditor independence for both in appearance and in mind.
The remainder of the paper is organised as follows. In Section 2, an overview of literature on political connections and auditor independence is discussed. In Section 3 a detailed discussion of the research hypotheses is provided. This, in turn, is followed by a delineation of the research method and data analysis in Section 4. Section 5 concludes this paper.
Political Connections and Auditor Independence
A prevalent institutional setting in all countries is political connections. Although the degree of connection varies from one country to another, it still presents an important element of economic environment and capital market. The common understanding is that political connections prevent good transparency (Bushman et al., 2004) , which lowers financial reporting quality (Chaney et al., 2011) and information regarding probable expropriation may be hidden to disguise poor performance (Johnson and Mitton, 2003) , offers leniency on enforcement on rules and regulations, easier access to debts due to collateral (Faccio, 2004) , possible bailout from the government from defaults (Faccio, 2006) and favouritism for government contracts (Salim, 2006) .
A review of the literature reveals that a number of prior studies have examined the relationship between political economy and their impact on the development of the capital market; specifically, the investigations have been extended to the examination on quality of accounting information (Ball et al., 2003; Chaney et al., 2009) , corporate bailouts for politically-connected firms , examination of performance of connected firms (Johnson & Mitton, 2003; Leuz & OberholzerGee, 2006) , political favouritism in relation to access to finance (Khawaja & Mian, 2005; Faccio 2006 ) and value of the political connections (Fisman, 2001) . Some other studies also examine the impact of political connections on corporate and financial disclosure (Bushman et al., 2004) , capital structure (Fraser et al., 2006 , Bliss & Gul, 2012a , 2012b and director remuneration (Abdul Wahab & Abdul Rahman, 2009) . However, these studies, with some exception, have been criticised for the use of cross-country level data, including a small sample size, potential endogeneity, and correlated omitted variables (Miller, 2004) .
One could view political connections as problematic as they do not promote effective financial reporting and sound accounting practices and could promote unfair competition between connected firms and non-connected firms. However, among
Asian countries, political connections or relationship-based economies could exist in order for some firms to remain afloat, probably to maintain the government agenda.
This argument is highlighted by Gomez and Jomo (1997) on the subject of positive discrimination when discussing the NEP in Malaysia.
In addition to the linkage between firms and politicians, the ethnic composition is another important element that shapes the capital market and patterns of the economy (Salim, 2006) . Malaysia is a multi-racial country in which the two most dominant ethnic groups, the Bumiputras and Chinese, play a major role in development of the economy, in which the Chinese have significant influence over the economic environment. As the gap between these two ethnic groups widened and created tension, which resulted in the 1969 riot, the New Economic Policy (NEP) was introduced.
The main idea is to promote Bumiputras shareholdings in the capital market. This is viewed as positive discrimination (Gomez and Jomo, 1997) but has some less desirable outcomes. Salim (2006) notes that Bumiputra firms are filled with young, inexperienced executives and the subject of directors independence among Bumiputra directors is questionable due to their connections or even position in political parties (Gul, 2006) . Hamid (2008) Prior studies (Chan et al., 2006; Gul et al., 2007; Wang et al., 2008) suggest that political connections could compromise independence in several ways. We offer three suppositions on why political connection could affect auditor independence.
The first supposition is the political interest itself as the auditor could have detected irregularities but does not report it to avoid losses and to protect public interests (Chan et al., 2006; Gul et al., 2007; Wang et al., 2008) .
Second, prior studies suggest the possibility of the government bailing out the failed politically connected firms . As a result, since these politically connected firms are being bailed out without any indicator of financial distress, there is a possibility that the auditor might not be able to perform accordingly, this, in turn, could undermine their independence (Wang et al., 2008) .
The final supposition is the economic or/and social bonding between audit partners and the board of directors of the firms. Using the 'self-serving' theory, prior studies suggest that auditors are expected to have an unconscious bias that prevents impartial audits because of close relationships and repeated interactions with client personnel with whom auditors identify socially (Bazerman et al., 1997; Francis, 2006) . 8 In line with the 'self-serving' theory, we argue that auditors could develop a self-serving bias towards politicians even without the interaction with them socially, as these politicians are usually in the limelight via the main stream media. For instance, the local Malaysian media discloses the list of corporate figures that are closely related to the current Prime Minister after the announcement of his appointment. 9 In fact, the impact of political connections could be more prevalent in Malaysia since the capital market is relatively small as compared to those in China, the U.S or the U.K.
The current extant literature exploring the role of political connections and auditor independence is based on the China market. Studies ( Defond et al., 2000; Yang et al., 2001; Yang, 2003; Chan et al., 2006; Gul et al., 2007; Liu et al., 2011) Muhammad Sori and Karbhari (2005) investigate the relationship between non-audit services and perceived auditor independence. Using a questionnaire sent to auditors, loan officers and senior managers, they find that auditor independence is significantly threatened when audit and non-audit services are jointly provided by the same audit engagement team. However, these studies do not take into consideration the role of non-audit fees in examining political connections and auditor independence linkage.
Since politically-connected firms are perceived to be riskier and expected to have undergone a thorough examination from auditors, it is imperative to examine whether such political connections affect auditor independence. 
Hypotheses Development

Political connections, Non-audit fees and audit fees
The first three hypotheses examine the relationship between political connections, ethnicity, non-audit fees and audit fees. However, the discussion on the relationship between audit fees and non-audit fees needs to be established as the relationship between audit fees and non-audit fees is rather ambiguous. The belief that auditors reduce audit fees as a loss leader to obtain consulting work, thereby creating a threat to independence, would imply a negative relationship. In addition, a negative relationship might also be due to 'knowledge spillover' between the audit and nonaudit services, thereby reducing the cost of audit services (Che Ahmad et al., 2006; Hay et al., 2006) .
In contrast, Solomon (1990) put forward four possible arguments for the unexpected positive relationship between audit fees and non-audit fees. First, 'problematic' firms may require a greater quantity of both audit and non-audit services (Simunic, 1984) .
Second, Palmrose (1986) suggests that some non-audit services (e.g., information system services) relate to changes in the client's organisation, which may require additional audit effort. This is also supported by the argument by Firth (1997b) who states that company-specific events will require additional auditing and consultancy services. Third, Solomon (1990) proposes that if there were a lack of competitiveness in the market for non-audit services, this could also lead to higher fees for audits, as clients have to pay a higher price due to the monopolistic nature of non-audit services.
The fourth possible explanation concerns the internal dynamics of audit firms and partner remuneration. When a client purchases audit and non-audit services, the categorisation of fees between the two could be somewhat discretionary. For example, partners and managers may coordinate some audit time helping to explain non-audit projects to clients (Hackenbrack and Knechel, 1997) . Thus, there is a possibility that the audit partners could misclassify non-audit fees within the audit fee category, creating the appearance of higher audit fees (Solomon, 1990) .
Despite, the argument of the positive relationship between non-audit fees and audit fees, the results of past studies mostly support the positive relationship between nonaudit fees and audit fees.. For instance, Simunic (1984) , Palmrose (1986) , Beck et al. (1988) , Davis et al. (1993) , Barkess and Simnett (1994) and Firth (2002) Furthermore, past studies by Ball et al. (2003) and Bushman et al. (2004) indicate that politically connected firms are negatively associated with good corporate governance practice, signalling the higher agency costs inherent in such firms. In addition, these politically connected firms may have a higher probability of their business failing, and have potential to misstate their financial health in their financial statements to avoid covenant violations. Align with our argument, it is reasonable to expect that having perceived to be higher risks and lower governance practices, this could lead to these firms being charged higher fees by audit firms. . As such, we posit the following hypothesis (state in alternate form):
H2: There is a positive relationship between political connections and audit fees
In Malaysia, a steady stream of research has developed about corporate setting, where the political economy has strong effect on how firms run both externally (based on political connections) and internally ( which is based on ethnicity) (See Haniffa & Cooke, 2002; Gul, 2006; Abdul Wahab et al., 2007; Johl et al., 2012) . These studies have examined the level of Bumiputra and its impact with various organisational outcomes. More specifically, the emerging empirical evidence suggests significant associations between ethnicity and audit fees (see ; Gul, 2006; Yatim et al., 2006; Johl et al. 2012) . In particular, Johl et al. (2012) finds support that firms with Bumiputra CEO and fully Bumiputras-composed audit committee incur higher audit fees.
We include ethnicity as another proxy for political connections, largely due to the positive discrimination resulting from the NEP, as purported by Gomez and Jomo (1999) . Salim (2006) also notes that Bumiputras tend to be more politically connected and open for possible cronyism, which could carry more inherent risk thereby resulting in higher monitoring costs and thus higher audit fees. From the supply-side perspective, the ethnicity of director is likely to have some bearing on auditor's risk assessment of the clients, this is so as it is more likely that auditors may assess a higher level of audit risk when dominant Bumiputras firms is present due to the fact that they have poorer reputation with respect to business management especially it is generally well known that Bumiputras-owned firms are poorly run and lacking in accountability and good governance (Salim, 2006; Johl et al., 2012) .
The results of past studies, such as Gul (2006) and Johl et al. (2012) support the supposition that Bumiputra dominated firms pay higher audit fees. As such, consistent with past studies, and the above argument that Bumiputras dominated firms inherent higher risk, we posit the following hypothesis (state in alternate form):
H3: There is a positive relationship between the proportion of Bumiputra directors and audit fees
The relationship between political connections and non-audit services is rather unexplored. On one hand, the non-audit services act as a vehicle to improve efficiency and thus shift the role of auditors from an outsider to insider, thereby compromising their independence, while, on the other hand, since auditors view connected firms as riskier, the presence of non-audit services acts as a tool for them to make a thorough judgment on the audit report, and will therefore not undermine their independence. From this alone, it could be seen that the relationship is rather equivocal, and that the relationship between audit fees and non-audit fees itself, as documented earlier, is rather complex.
We propose the same conjecture for firms with higher Bumiputra directors. This is because, firms with high level of Bumiputra directors could be seen as inefficient and subject to cronyism, and thus carry more inherent risk leading to higher agency costs.
Similar to the above argument for H4, we propose that non-audit fees could act as a tool to improve efficiency and also a basis for auditor to have biased judgment on the audit process, especially in the politically connected or firms that are dominated by Bumiputra, it also likely that the auditors are more incline to protect their reputation being perceived as the non-audit services provider for such firms thus they used nonaudit services as the platform to improve the efficiency. Therefore, based on the above argument, we predict both hypotheses (state in alternate form): Online databases. We chose this particular period for two reasons. We want the sample to be similar to the period chosen by Johnson and Mitton (2003), Gul (2006) and Faccio et al. (2006) , and, secondly, because the disclosure of non-audit fees was In order to address the first set of hypotheses, the underlying audit fee model employed in this study captures the primary fee determinants as derived from prior audit fee research. Our dependent variable is natural log transformation of audit fees (LAF), consistent with most audit fees studies (e.g., Gul, 2006 Gul (2006) .
Generally regarded as being an important determinant for the variation of audit fees (Hay et al., 2006), we include the natural log transformation of total assets (ASSETS)
to proxy for firm size. We posit a positive relationship between firm size and audit fees. Larger firms are more complex and require more audit effort, resulting in higher audit fees (Simunic, 1980; Francis, 1984) .
To control for ownership structures, we include two variables, INSTOWN and MANOWN, which are institutional investors and managerial ownership, respectively.
We predict a positive relationship for INSTOWN and a negative association for MANOWN. 18 We add the following variables, SQSUBS and SQFOREIGN, which are square root transformation of total and foreign subsidiaries, respectively. These variables are to control for audit complexity, and, thus, a positive relationship is predicted. Current asset items (CURRENT), such as account receivables and inventories, tend to be more detailed than other assets, and, as such, auditors need to spend more audit effort. Therefore, a positive relationship is predicted between CURRENT and audit fees. Further, we control for risk by including LIQUID, which is current assets to current liabilities, for which a negative relationship is predicted. We control for auditor size by including BIGN, a dummy variable, which takes the value of 1 if the firm is audited by a Big N auditing firm.
To control for problematic firms, as suggested by Solomon (1990) and Firth (2002) , we include return on assets (ROA); LOSS, which takes the value of 1 if the firm records a loss in the previous year; and DEBT, which is total debt over total assets.
We include busy work season (YE), which takes the value of 1 if the year-end is
December and a positive relationship is predicted. Finally, we include both industries and period fixed effects.
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[ Table 1 about here]
Descriptive Statistics
Audit fee (AF) averages Ringgit Malaysia RM 424,300 and ranges from RM 1400 to RM 9.4 million. Non-audit services fee (NAF) averages RM 210,800 and ranges from RM 1000 to R 3.1 million. [ Table 2 about here] [ Table 3 about here] Table 4 tabulates the results for the test of differences for both the mean and median between politically connected and non-politically connected firms. Our univariate analysis finds that politically connected firms purchase significantly higher non-audit services than non-connected firms. This gives preliminary support that political connections could undermine auditor independence. Further, we find politicallyconnected firms incurred higher audit fees, giving support to Gul's (2006) Further analysis suggests similar findings to Faccio (2004) , as politically-connected firms have higher access to finance by evidence of higher leverage (DEBT) but lower return on assets (ROA). In addition, politically connected firms are larger, in terms of total assets (ASSETS). As expected, connected firms have higher institutional ownership (INSTOWN) and more Bumiputra directors on the board (BUMI).
Results
Univariate Analysis
[ Table 4 about here]
We extend the analysis by examining the differences in the mean and median between firms with a high and low proportion of Bumiputra directors. We divided the sample into quartiles, and ran univariate analyses between the fourth (highest) and first (lowest) quartiles. The results presented in Table 5 suggest that firms with a high level of Bumiputra directors incurred a significantly higher level of audit fees and non-audit fees. In addition, we find that firms with a higher level of Bumiputra directors are significantly larger (ASSETS), have a higher level of institutional ownership (INSTOWN), and more subsidiaries (SUBS). Our findings, based on Tables   4 and 5 , do give initial support that being connected could result in higher risk assessment by the auditor.
[ Table 5 about here] (0.244; t=1.796; p<0.10 ) is significant at the 10 percent level for all models. This result suggests that auditors perceive connected firms to be riskier, and charge higher audit fees. The results for control variables are consistent with the results in column 1 of Table 6 . Column 3 of Table 6 includes LNAF as another determinant for LAF; as expected, we find a positive and significant relationship between LNAF and LAF (0.197; t=6.191; p<0.01) . This finding is consistent with the extant literature, which suggests that a positive relationship could arise between the auditor issuing non-audit services and audit fees (Simunic, 1984; Hay et al., 2006) , and, thus, supports our first hypothesis, H1.
Multivariate Analysis
Political connections, Non-audit fees and audit fees
The coefficients for our interaction variables (POLCON*LNAF and BUMI*LNAF),
are presented in column 4 of could pose a threat to auditor independence, at least in appearance. The results for all control variables are consistent, which suggests the robustness of the models used.
[ Table 6 about here]
Endogeneity
Numerous studies (e.g. Whisenant et al., 2003; Hay et al., 2006) examine the joint determination of audit fees and non-audit fees by running simultaneous equations using two-stage-least-squares estimation. We posit the following non-audit fees (LNAF) model, to be used to provide an estimation of LNAF, which is substituted in the AF model above: We have provided two instruments, namely, previous growth in sales (GR_SALES) and market to book value (MTBV). 20 The 2SLS result is shown in column 2 of Table   7 . As in Whisenant et al. (2003) and Hay et al. (2006) , there is no relationship between LAF and LNAF when the two-stage least squares is used, suggesting that they are jointly determined.
[ Table 7 about here]
Conclusion
This paper adds to the stream of burgeoning literature on auditor independence and political connections by considering whether political connections moderate the relationship between audit fees and non-audit fees.
Our evidence, based on client-year sample of 379 during 2001-2003 periods, suggests that politically-connected firms pay a significantly higher level of non-audit fees than non-connected firms. Further analysis finds evidence to suggest that political connections (proxied by the proportion of Bumiputra directors) moderate the relationship between non-audit fees and audit fees. In fact, we find a weaker relationship between non-audit fees and audit fees for politically-connected firms.
The results also suggest that the knowledge spillover is lower in politically-connected firms where the non-audit services are used by auditors to make audit judgement. Our analysis suggests political connections impair the auditor independence both in appearance and in mind. We view the findings of this study as important, as they support the three suppositions we mentioned earlier in the paper, namely, political interest and the subsequent effect of audit failure, prospect of corporate bailout and unconscious bias due to media coverage do influence auditors' judgement and independence.
However, this study is subject to a number of limitations. First, due to data limitation we were unable to identify the types of non-audit services provided by the auditor.
The information on different types of non-audit services could offer us a better understanding of their roles and the effect on auditor independence. In addition, we were unable to identify whether or not the non-audit services provided are recurring, since recurring non-audit services could further undermine auditor independence (Beck et al., 1988) . Furthermore, we do not consider whether there is any differences between incumbent and non-incumbent provider of audit services as highlighted by Palmrose (1986) . Another limitation is that we were unable to identify whether the non-Bumiputra directors are politically linked, nonetheless, we made an assumption that the Bumiputra directors are politically linked due to the institutional set-up for politically linked firms. These limitations present ample opportunity for further research.
Furthermore, our analysis of politically connected firms is highly dependent on the list of political connections provided by Johnson and Mitton (2003) . A further examination or in-depth interviews concerning the uniqueness of the political scene in Malaysia is much warranted.
1 These are government link firms which are identified as politically connected firms. These firms are funded and supported financially to ensure adequate economies of scale. The term Bhd stands for Limited. 2 Auditor independence includes the conditional probability that auditors will both find and report misrepresentation in financial statements (DeAngelo, 1981) and the ability to resist client pressure (Knapp, 1985) . 3 The NEP was succeeded by the National Development Policy in 1991, which was succeeded by the New Economic Model in 2010. Nevertheless, the main thrust of these models and policies is still based on wealth creation for the multi-races. 4 The NEP had the stated goal of poverty eradication and economic restructuring so as to eliminate the identification of ethnicity with economic function. The initial target was to move the ratio of economic ownership in Malaysia from a 2.4:33:63 ratio of Bumiputras, Other Malaysian, Foreign ownership to a 30:40:30 ratio. This was to be done by redistributing the wealth to increase the ownership of enterprise by Bumiputras from the then 2.4% to 30% of the share of national wealth. 5 Independence is separated into two related concepts. First, independence requires independence in mind, defined as a state of mind that is (1) unaffected by influences that might compromise professional judgment, and that (2) allows an individual to act with integrity and to exercise objectivity and professional skepticism. Second, 'independence in appearance", which can be described as the avoidance of significant facts and/or circumstances that would reasonably cause a rational and informed third party to conclude that a firm's (or member of the assurance team's), integrity, objectivity or professional skepticism had been compromised (International Federation of Accountants, 2004, p.17) . 6 In Malaysia, the Malaysian Institute of Accountants (MIA) By-Laws (revised 2002) suggests that non-audit service fees must not exceed 15 percent of a firm's total revenue. However, the MIA ByLaws stop short of specifying the maximum limit of non-audit service fees receivable from a client. In addition, Bursa Malaysia requires all listed firms to disclose non-audit fees in their annual reports effective June 2001 (Che Ahmad et al., 2006) . 7 UMNO is the United Malays National Organisation, formed in 1946. MCA is the Malaysian Chinese Association, formed in 1948, while the MIC is the Malaysian Indian Congress, founded in 1946. 8 The term self-serving refers to cognitive characteristic that individuals cannot separate their own selfinterest from that of others in close proximity with whom they interact closely. 9 The authors would like to note that firms connected to the current Prime Minister are not part of the sample. We do not have the current data and the studies conducted by Johnson and Mitton (2003) did not take into consideration firms connected to the current Prime Minister. 10 Guanxi could be formally translated as relationships or connections (Liu et al., 2011) 11 Che Ahmad et al. (2006) data inclusive of firms listed on the Main, Second and Mesdaq Board of Bursa Malaysia. 12 We did not attempt to identify the exact threats, as the data cannot be easily gathered. 13 Tun Mahathir and Tun Abdullah Ahmad Badawi are the 4 th and 5 th Prime Minister, respectively. 14 We use audit fees since we are interested in capturing the extent of auditor investigation. It is reasonable to assume that more investigation will require more audit hours and/or the use of more specialised audit staff, resulting in higher audit fees (O'Sullivan, 2000) . Further, the use of audit fees to proxy for audit quality would be appropriate since the audit quality of a firm is unobservable (O'Sullivan, 2000) . The initiative for more (less) audit effort and higher (lower) fees could come from either the auditor or the auditee firm. 15 Please see appendix A for the list of politically-connected firms. 16 We created a continuous variable of proportion of Bumiputra directors. Unfortunately, we do not have the list of Bumiputra firms, which could be used as another proxy for political connections. We are inclined to believe that the role of Bumiputras directors might go beyond the role with significant shareholdings. 17 Khazanah Nasional Berhad is the investment holding arm of the government of Malaysia to manage its commercial assets. It is the trustee to the nation's financial assets. Its objectives are "to promote economic growth and make strategic investments on behalf of the government which would contribute towards nation building". It was incorporated in September, 1993 and began operations in 1994. It is structured into a holding company that is a wholly owned entity of the Ministry of Finance (MOF), which is part of the Malaysian Government. 18 The relationship between institutional investors and managerial ownership is rather mechanical and an endogenous one. We based our prediction on existing theories, rather than on their complex relationship with each other. 19 The regression results are not presented with industries and period fixed effects. The results can be obtained from the corresponding author. 20 We ran the instrumental variables test as suggested by Larker and Rusticus (2008) . We find that the instruments are weak, which might influence the findings. Wang, Q., Wong, T. J., & Xia, L. (2008 Spearman-rank correlations are italicised. LAF and LNAF are natural log transformation of audit fees and non-audit fees, respectively. POLCON takes the value of 1 if the firm is politically-connected. ASSETS is natural log transformation of total assets. INSTOWN and MANOWN are institutional investors and managerial ownership, respectively. LNSUBS and LNFOREIGN are natural log transformation for total subsidiaries and foreign-domicile subsidiaries, respectively. CURRENT is current assets to total assets. LIQUID is current assets to current liabilities. BIGN takes the value of 1 for Big'n' auditors and zero otherwise. SWITCH is an indicator variable, which takes the value of 1 if the firm experiences changes in auditor. ROA is earnings divided by total assets. LOSS takes the value of 1 if the firm recorded a loss in the previous fiscal year. DEBT is total debt over total equity. YE takes the value of 1 if the year end is December. AUDCOM BUMI is the proportion of Bumiputra directors on board. AF and LAF are audit fees and natural log transformation of AF, respectively. BUMI is the proportion of Bumiputra directors on board. NAF and LNAF are non-audit fees and natural log transformation of NAF, respectively. POLCON takes the value of 1 if the firm is politically-connected. ASSETS and LNASSETS are total assets and natural log transformation of total assets, respectively. INSTOWN and MANOWN are institutional investors and managerial ownership, respectively. SUBS and SQSUBS are total subsidiaries and square root of SUBS, respectively. FOREIGN and SQFOREIGN are total foreign-domiciled subsidiaries and square root of FOREIGN, respectively. CURRENT is current assets to total assets. LIQUID is current assets to current liabilities. ROA is earnings divided by total assets. DEBT is total debt over total assets. BIGN takes the value of 1 for Big'n' auditors and zero otherwise. LOSS takes the value of 1 if the firm recorded a loss in the previous fiscal year. YE takes the value of 1 if the year end is December. Significant p-values are bold. Chi-square (χ 2 ) results are reported for dichotomous variables. ASSETS is natural log transformation of total assets. INSTOWN and MANOWN are institutional investors and managerial ownership, respectively. LNSUBS and LNFOREIGN are natural log transformation for total subsidiaries and foreign-domicile subsidiaries, respectively. CURRENT is current assets to total assets. LIQUID is current assets to current liabilities. BIGN takes the value of 1 for Big'n' auditors and zero otherwise. ROA is earnings divided by total assets. LOSS takes the value of 1 if the firm recorded a loss in the previous fiscal year. DEBT is total debt over total equity. YE takes the value of 1 if the year end is December. BUMI is the proportion of Bumiputra directors on board. t-statistics are italicised. *, ** and *** represent 10, 5 and 1 percent significant values, respectively. 
